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AB TRACf 

Constituency Development Fund (COF) has been a topical issue in Kenya today since 

its inception in 2002. The fund was created to devolve funds to the constituency level 

and its contributions to poverty eradication has not been without challenges hindering 

its intended purpose. Among the challenges facing CDF is gross mismanagement and 

lack of accountability from the people entrusted with the fund. 

The aim of this research project was to detennine whether there is a need for the 

establishment of audit committee and its role in promoting accountability in the 

management of COF in Bomet District. The research study was undertaken in the 

four constituencies of Bomet District. It was hypothesized that there was need to 

create audit committee in CDF which is independent and answerable directly to either 

the CDF National Board or to the Minister for Finance. 

This was a descriptive survey and the data was collected using a structured 

questionnaire which was designed to identify the role of the audit committee in 

promoting accountability in the management of COF. The population of interest of 

this study were COF units in Bomet. They included the senior CDF staff, district 

accountant, committee members, Community Development Assistant (CDA) 

professional representative, local authority representative and youth leader. 

The results of this study indicated that majority of the respondents expressed the view 

that there is need for Audit Committees and that it would help to promote 

accountability in the management of COF. Therefore, it can be concluded that Audit 

Committees should be established under CDF if accountability and improved 

management of CDF is to be realized in line with its predetermined objectives. 
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1.1 Background to tbe tudy 

CHAPTER ONE 

I .TRODUCfiO 

Recent examples of massi\e corporate collapse resulting from high profile accounting 

scandals and other weak systems of corporate governance have highlighted the need 

to improve and reform governance at both local and international level. The collapse 

of giant corporations such as Enron. Maxwell, BCCI, WorldCom, Kenya Co

operative Creameries (KCC), Kenya Farmers Association (KFA), Kenya National 

Assurance Company (KNAC) among others has brought to the spotlight the concept 

of corporate governance and strengthen the need for improved governance systems of 

business enterprises.(Strategic paper for the ministry of local government 2004). 

1.1.1 Constituency Development Fund (CDF) in Kenya 

The Kenyan CDF history can be traced to the 2002 general election where the 

National government created a new fund where the 2 1 0 constituencies will be 

allocated 5 percent of the National revenue as devolved funds. The CDF was a system 

proposed by the NARC government on resource distribution to constituencies but has 

created powerful political bureaucracies in CDF projects administration and 

accountability. The CDF idea has its origin in Rwanda before borrowed by Uganda 

and then Kenya. In the current constitution Kenya has been divided into 47 counties 

based on districts created in 1992. In the constitution the national government will be 

allocated 15 percent of national revenue in addition to the CDF. Politically then, there 

could be concern over the power that the governors and senators will have over MPs 

and over control of devolved funds. There will be 294 proposed constituencies with 

smaller units than the 4 7 counties. That means that one county could have more than 

four constituencies and therefore, that one governor will have larger constituency to 

control and govern than a member of parliament (MP). The county governments will 

consist of a county assembly and a county executive committee. The executive 

committee will implement the county and national laws. 
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1.1.2 The CDF Ma nagement tructur e 

CDF Act 2003 gives the following management structure of CDF 

I PARLIAMENT 

~ 
~ _. _ _ -1r-M-i-ni-st_e_r -fo_r_F-in_an_c_e---..,1 

CDr National Board 

MP 

l 
committee 

cor Committee 
---+ 

District Project 
Committee 

1 1 
Government Stakeholders/ 
partners in the constituents 
constituency 

ource: CDF Act (2003) 

1.1.3 Constituency Development Fund and its Functions 

Constituency Development 
Fund Committee 

Currently the CDF Act 2003 allows for the establishment of a board to be known as 

the constituencies Development Fund Board (CDFB) as a body corporate with 

perpetual succession and a common seal and shall in its corporate name perform the 

following functions: sue and be sued, take purchasing or otherwise acquiring, 

holding, charging or disposing of movables and immovable property; borrow money 

or making investments; and doing or performing all other acts or things for the proper 

performance of its functions (CDF Act 2003). 
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l.lA Compo itioo of the Coo titueocy Dnelopment Committee (CDC) 

The CDF Act 2003 provides for the establishment of CDF for every constituency. 

which shall be constituted and convened by the elected member of parliament, to 

have a maximum of fifteen ( 15) members, comprising of elected members of 

parliament; two councilors in the constituency; one district officer in the 

constituency; two persons representing religjous organization in the constituency; two 

men representatives from the constituency; two women representatives from the 

constituency; one person representing the youth from the constituency; one person 

nominated from among the active NGOs in the area if any; a maximum of three other 

persons from the constituency such that the total number does not exceed fifteen ( 15) 

and an officer of the board seconded to the constituency development fund committee 

by the board who shall be ex-officio. 

1.1.5 Audit Committee and Accountability 

Those charged with governance are person(s) or organizations(s) with responsibility 

for overseeing the strategic direction of the entity and obligations related to the 

accountability of the entity. Morris (2001), states that manager is person with 

executive responsibility for the conduct of the entity's operations. Auditing standards 

require the auditor to make a number of matters to those charged with governance. 

An audit committee exists to assist the governing body in meeting its responsibility 

with respect to financial reporting. In many countries, an audit committee is a 

mandatory requirement for listed or public organizations and fmancial institutions. 

Companies and private firms may also establish audit committees on a voluntary 

basis (Morris, 2001 ). 

The boards' responsibility to present a balanced and understandable assessment of the 

company's financial performance and financial position extends to all forms of 

financial reporting. The board should maintain a sound system of internal control. 

The board also should establish an audit committee of independent non- executive 

directors, at least one of whom should have recent and relevant fmancial experience 

(Morris, 2001 ). 
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1.2 tatemeot of the Problem 

CDF has been a topical issue in Kenya today since its inception in 2002 by the 

government. The fund was created to devolve funds to the constituency level and its 

contribution to poverty eradication has been without challenges hindering its good 

intended purpose. Among the challenges facing COF is mismanagement and lack of 

accountability from the people entrusted with the funds (National Tax Payers 

Association Paper, 2006). 

Various studies have been conducted by several scholars on the various challenges, 

accountability and governance ofCOF in Kenya. Mokaya (2010), examined the need 

for and the role of audit committee in promoting corporate governance in CDF in 

Nairobi province. In his findings, he suggested that there is a need for audit 

committee and if put in place in the management structure, it can help to improve 

corporate governance of CD F. He also suggested that audit committee should have 3 

to 5 members of whom one should have knowledge and experience in the relevant 

field of accounting or finance or project management. 

Keya (20 10), conducted a study in Nairobi province on the need for and the possible 

roles of internal audit in the management of CDF in Nairobi province. He found out 

that if internal audit is established under CDF, it can play a key role in ensuring 

proper management of CDF in Nairobi province. Nyamori (20 1 0), carried out a study 

on COF accountability in Kenya in general and his results indicated that generally 

there was no accountability in CDFs. Mutiga (2006), performed a study on the 

perceived role of an external auditor in corporate governance in the general public 

institutions. He focused on the role of an external auditor in injecting good corporate 

governance in Kenyan organizations. He established that an external auditor can play 

a big role in corporate governance. 

Other studies include, Shamira (2003), he performed a survey of audit committee 

practices to establish the role of audit committee practices on major disclosures and 

other non financial characteristics of companies listed at NSE. He found out that audit 

committees play a major role in making disclosures and non financial characteristics 
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of listed companies. Riro (2005), conducted a survey of the audit committees and 

corporate governance in Kenya 'Nith the aim of determining the role the audit 

committee can play in enhancing good corporate governance. He established that the 

role of audit committees in promoting good corporate governance can't be over 

emphasized. 

All of the studies above have failed to show the need for and the role the audit 

committee can play in promoting accountability in the management of CDF more 

specifically in Bomet district. This research therefore seeks to close this knowledge 

gap by answering the following questions: is there a need for audit committee and 

what roles can it play in promoting accountability in the management of CDF, 

especially in Bomet district? 

1.3 Objectives of the Study 

The main objectives of the study were: 

i) To establish the need for the audit committee in CDF and 

ii) To examine its role in promoting accountability in the management of 

Constituency Development Fund in Bomet District. 

Audit committees can be expensive to CDF, however this study aimed at establishing 

if they were needed and the contribution it would make in enhancing accountability. 

If the benefits accruing from the establishment of audit committee outweighed the 

costs, then this study is worth being undertaken. 

The study hypothesized that audit committees would streamline accountability in the 

management of CDF in Bornet District. 

1.4 Importance of the Study 

The results of this study are expected to benefit: 

Local and international investors interested in purchasing/funding CDF owned 

projects may use the findings of this study and turn around these cash drained CDF 

projects into profit making programmes/projects through effective management. 
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Policy makers require information to enable them put in place sound policies that will 

enhance financial discipline and mobilize managerial and financial autonomy aimed 

at having CDF programmes and projects operate on commercial principles. This 

study will provide such relevant information for policy formulation in CDF sector. 

The study will add to the wide academia gap of knowledge in this area of CDF 

accountability which may in turn be used to trigger subsequent studies in the sub 

areas like local Authority Transfer Funds (LATF). The findings \\<ill give regulators 

information that will facilitate their ability to put in place appropriate regulations for 

CDF programmes and projects in order to enable them operate like programmes and 

projects in the private sector. The IMF has been pushing governments in developing 

countries to give up commercial goods production and services provision including 

CDF programmes and leave them in the hands of the stakeholders/citizens. The 

findings of this study will give them an opportunity to review the effectiveness of this 

condition especially in the CDF sector. 
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2.1 Introduction 

CHAPTER TWO 

LITERATURE REVIEW 

This chapter gives a range of documented literature related to the study's proposed 

problem and provide a basis for developing an understanding and establish an 

appropriate scope in order to align objectives of this study to existing knowledge. The 

areas considered more important for the review include; section 2.2 explain the 

meaning and theories of accountability, section 2.3 examine audit committees 

processes, functions and benefits, section 2.4 describe empirical evidence on audit 

committee and accountability and section 2.5 gives the summary of literature review. 

2.2 Accountability Theories 

Accountability requires an account of the extent to which the objectives for which the 

resources were entrusted have been achieved. This accountability is described as a 

contract between an agent and a principal and arises from a duty upon the agent and 

the rights of the principal, (Gray, et al., 1987). The principal can be entirely passive 

and this will not matter to the agent whose duty nevertheless is to account - the 

passive principal is merely waiving his or her rights to the information, (Stewart, 

1984). On the other hand, it has been argued by Tricker (1983) that the agent only bas 

a duty to account to principals who demand information and are willing to enforce the 

contract. 

Much of the research on corporate accountability suggests that regulation is the only 

way to ensure that companies provide complete and comparable reports. Gray et a/., 

(1987) suggest a compliance with standards approach, and the proliferation of 

reporting guidelines mainly on environmental issues. Many academics consider that 

only mandated, standardized reporting will produce the comprehensive information 

needed to assess corporations' performance. Support for such a regulated approach is 

provided by evidence that voluntary disclosure levels are much lower than those for 

mandated disclosure (Guthrie & Parker, 1990). A more persuasive argument for the 

use of legislation in making companies more accountable is that social and 
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em ironmental matters are too complex and crucial to be left entirely in the already 

over-burdened hands of corporations. Thus. by opening up organizations in order to 

inform stakeholders, it enables the stakeholders, rather than management of 

organizations. to express their choices about critical issues. One of the problems 

associated with reporting against mandatory standards however, is the question of 

who ensures compliance with those standards and what penalties apply for non

compliance. For implementing agencies it can be argued that accountability should be 

more focused on accounting for their actions and effects on society, rather than 

accounting for their fmancial performance (Bebbington & Gray, 1993). 

According to Ebrahim (2003), agency accountability is a dynamic concept and 

arguably more complex than simply making agents transparent and allowing public 

scrutiny, which highlights the issue of competing stakeholder interests. Organizations 

must deal with competing requirements of various stakeholders, and most often 

choose to satisfy the needs of their primary stakeholders first and often at the expense 

of secondary stakeholders' needs as their principle goal is aligned with the needs of 

these primary stakeholders. Brown & Moore (200 1) postulate that since agencies are 

not coherently aligned with one another they must, like other organizations, also 

prioritize their stakeholders. This can have dire consequences for their existence as 

their goals to provide welfare may not always be aligned with the goals of their 

donors. 

The issue of multiple stakeholders, while at best making accountability more complex 

can be additionally problematic for agents because such competing demands can 

actually lead to poorer performance- satisfying clients and donors can sometimes be 

in conflict with the organization's long term goals. While this is in some part true for 

companies also, for donor dependent agents it is the primary goal that is often 

subverted (Bro\,\.n & Moore, 2001 ). Brown and Moore (200 1) suggest that these 

agents should commit themselves to more accountability to their clients rather than 

donors. They argue that if they provide assessments of their performance to clients, 

the clients will only be prepared to talk about problems if donors are not also 
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evaJuating the program, for fear of losing future funding if they criticize the program. 

lronicaJly however. if they resist the demands for accountability made by funding 

bodies and donors, they may lose funding anyway. 

Slim (2002) in an overview of the agency accountability literature over a period of 

years. outlines two kinds of accountability for agents: performance accountability and 

voice accountability. Performance accountability requires agents to be accountable 

for what they do. This kind of accountability is focused on accountability to donors 

and clients and is similar to corporate-style accountability that firms have to their 

primary stakeholders - shareholders and investors - which they discharge via 

published accounts and other reporting that indicates how much has been spent, what 

targets were set and whether they have been achieved. 

Voice accountability on the other hand, requires agents to be accountable for what 

they say. That is, they are accountable to an abstract purpose (Brown & Moore, 

2001 ). This form of accountability is similar to what Najam (1996) calls 

accountability to themselves, where agents are accountable for their goals and 

aspirations, and for their mission. This requires a different way of thinking about 

accountability than the corporate-style reporting model that can be applied to 

performance accountability and a basic conflict appears as demands for greater 

performance accountability may come at the expense of voice accountability. The 

task of providing statements of income and expenditure, descriptions of programs, 

and targets and achievements is less subjective than providing an account of goals 

and missions. 

2.2.1 Stakeholders Theory of Accountability 

Creating accountability in public service is extraordinarily complex. There is a 

complex web of policymakers and providers in such responsibility. The issue of 

accountability is also complicated by the difficulty in defining and measuring 

fmancial outcomes. Extensive research suggests that about two-thirds of the variation 

in achievement is the product deliberate neglect and slim commitment to account 

(Ladd, 1996). The stakeholder theory has been used quite extensively in the 
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management literature since Freeman's landmark book "Strategic Management: A 

Stakeholder Approach" was published in 1984. He proposes that current approaches 

to understanding the business environment fail to take account of a wide range of 

groups who can affect or are affected by the corporation, its stakeholders. He further 

argues that in order to manage effectively in turbulent times which typifies the 

d) namic nature of the business environment of today, the stakeholder theory offers a 

way to address the ever changing demands brought about by different groups having 

legitimate stakes of varying degrees from the organization (Jensen & MeckJing, 

1996). 

The basic proposition of the stakeholder theory is that the organization's success in 

the attainment of accountability standards is dependent upon the successful 

management of all the relationships that it has with its stakeholders. When viewed as 

such, the conventional view that success is dependent solely upon maximizing 

shareholders' wealth is not sufficient because the school entity is a nexus of explicit 

and implicit contracts. Furthermore, the stakeholder theory assumes that 

organizations have the abi lity to influence not just society in general but its various 

stakeholders in particular. In developing the stakeholder theory, Freeman incorporates 

the stakeholder concept into categories: planning and policy model; and corporate 

social responsibility model of stakeholder management (Jensen and Meckling, 1996). 

The stakeholder analysis focus on developing and evaluating the approval of the 

organization's strategic decision by groups whose support is required for continued 

existence. The stakeholders in this model would include the Governmen~ CDF, Audit 

Committee target groups and general public. Although these groups are not 

adversarial in nature, their possibly conflicting behavior is considered a constraint on 

the strategy developed by management to best match the resources with the 

environment. In the second model, the corporate planning and analysis extends to 

include external influences which may be adversarial to the firm. These adversarial 

groups may include the regulatory, environmentalist and/or special interest groups 

concerned with social issues. The second model enables organizations to consider a 
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strategic plan that is adaptable to changes in the social demands of nontraditional 

stakeholder groups (Chan and Kent. 2003). 

Due to increased level of awareness there is need for organizations to extend their 

financial planning, use and reporting to include the non-traditional stakeholders like 

the regulatory groups in order to adapt to changing demands (O'Donovan, 2002). 

There is considerable evidence that many organizations need to voluntarily disclose 

financial information in their periodic/annual reports. However, given that there are 

substantial costs involved in providing such disclosures and magnified by the fact that 

reporting is largely unregulated, conventional wisdom suggests that entities would 

only provide voluntary disclosures when their benefits exceed their cost (Chan and 

Kent, 2003). 

2.2.2 Dimeo ional Framework 

After conducting an extensive analysis of prior accountability studies, Ullmann 

(1995) indicated that one of the reasons for the inconsistent findings in previous 

research is the lack of theory. He argued that accountability models previously 

developed in prior studies are mis-specified because the relationship between 

organization strategy and accountability decisions is not included in the empirical 

tests. He proposed that firms use disclosures as a means to manage their relationships 

with their stakeholders and the external environment. This is the basic tenet of the 

stakeholder theory. He then developed a three-dimensional strategic framework 

consistent with the concept advanced in the stakeholder theory by Freeman. 

The three-dimension framework is useful to explain the correlations among 

disclosures and accountability as well as economic performance. The first dimension, 

stakeholder power, explains that an institution will be responsive to the intensity of 

stakeholder demands. For example, when stakeholders control critical resources, the 

organization is likely to react in a way that satisfies their demands. The second 

dimension, strategic posture, describes the mode of response the organization is likely 

to take concerning social demands. Entities employing an active posture try to 
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influence their status by continuously monitoring their position \\ith stakeholders. for 

example. by initiating social responsibility and accountability programs as well as 

disclosing their commitment. The third dimension, past and current economic 

performance, determines the relative weight of a social demand and the attention it 

receives. This dimension is relevant because it is conceivable that organizations 

suffering from low accountability may place economic demands ahead of social 

demands (Chan and Kent, 2003). 

2.2.3 Role Theory of Accountability 

Role S}stems theory was originally seen as a way to describe how organizations 

manage to inculcate or produce reliable behavior on the part of their members (Katz 

& Kahn. 1998). Moreover, role theory places a great deal of emphasis on 

interpersonal relationships. Furthermore, it postulates a central role for interpersonal 

expectations, emphasizes the importance of the consequence of compliance, and links 

tasks and activities to individuals (Ferris et a/, 2000). Besides these striking 

similarities regarding the structure and functioning of role systems and accountability 

systems in organizations, the former perspective provides what people feel are 

important new insights regarding when and where accountability is produced and the 

organizational systems that are relevant. This seems to be a deficiency in current 

views of accountability theory. Thus, people feel that a role systems theory 

perspective adds value to any treatment of accountability in work settings. 

At its essence, accountability in organizations can be viewed as involving elements of 

role taking and role making as these unfold in the context of a history of role 

episodes. While accountability refers to the building of self-actions-standards 

perceptions (Schlenker et a/., 2004), role theory also deals with such linkages, but in 

the form of role expectations. Accountability has tended to focus on opinions, 

decisions or behaviors related to moral or ethical issues (Dose & Klimoski, 2005) as 

noted, and role theory also has included these as well as issues of a more mundane 

sort. Moreover, at its base, accountability implies the anticipation of an accounting, 

having to report or explain oneself to others in the future. In role theory, the focal 
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worker also anticipates facing an accounting as well. in this case. having to respond in 

the future to the expectations of role senders. albeit, perhaps on shorter and recurring 

cycles. In many ways, role theory explicates the essential components and 

relationships central to accountability. Accountability has largely been one of 

explaining reactions to anticipated reviews. 

Thus, Ferris et a/ (2000) describe examples of both the cognitive and behavioral 

consequences of having to face the expectations of another party. This is almost the 

essence of role theory. Role theory has proven useful for the explanation of 

organizations because of its consideration of several factors and dimensions in a 

unified framework. These factors and dimensions have specific applications to 

accountability which warrant discussion. One is that a role theory approach 

incorporates a multitude of intrapersonal, interpersonal, and person-organization 

dynamics which help guide our approach to several issues. The framework developed 

herein suggests that variables, such as general cognitive ability, social intelligence, 

conscientiousness, generalized efficacy, trait stress, and self-monitoring, among 

others, may be of particular interest. These variables have specific implications for 

how individuals approach their environments, which may set the stage for receiving 

and interpreting environmental cues. 

Other variables have specific implications for the interpersonal and person

organization aspects of the proposed framework. Variables, such as agreeableness, 

locus of control, and personal and work values, among others, are related to how one 

interprets and responds to environmental cues, and might help explain and predict 

behavior related to accountability perceptions (Patten, 2002). 

2.2.4 Mechanisms for Accountability 

Brown and Moore (200 I) state that there is no single accountability structure that is 

right for aJI organizations. The needs of a transparent and standardized reporting and 

accounting mechanism for large scale service delivery, conflict with the requirements 

of providing the services and voice to those in need. Edwards and Hulme (1996) 
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describe the need for standardized delivery mechanisms, structures that can handle 

large amounts of external funding, and systems for speedy - and often hierarchical -

decision making but emphasize that effective performance as an agent of 

democratization rests on organizational independence, closeness to the poor, 

representative structures, and a willingness to spend large amounts of time in 

consciousness-raising and dialogue. Moreover, reporting alone is insufficient, as there 

must also be access to the information (Neligan, 2003). 

In view of Ebrahim (2003), NGOs and other agencies already engage in disclosure 

and reporting by undertaking performance assessment, engaging in community 

participation and through self-regulation. There are various reporting requirements in 

law in many countries and these requirements are directed at providing accountability 

to the public at large and often require quite detailed information about finances, 

organizational structure and programs. Donors to NGOs also require performance 

assessments, and often employ experts and impose technical criteria to assess the data 

collection and analysis for particular programs. The NGOs are in turn accountable 

respective donors as a matter of prudence, as a matter of law and as a matter of 

ordinary morality (Brown & Moore, 2001). 

Other than reporting, participation with the community is emphasized by NGOs as an 

important means of accountability (Cronin & O'Regan, 2002). This can include public 

meetings, surveys, or a formal dialogue on project options or actual involvement of 

community members in the project. Finally, self regulation, as described by Ebrahim 

(2003), is the efforts undertaken by NGOs to develop their own standards or codes of 

conduct. Thus, many NGOs would suggest that there are already a number of 

mechanisms in place to assure the public, donors and clients that they are 

accountable. They might also suggest that their involvement in political engagement 

itself instills habits of cooperation and public spiritedness within and enhances 

collaboration and social solidarity outside it (Wapner, 2002). 
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While NGOs and other agencies might argue existing accountability mechanisms are 

sufficient, critics could suggest that voluntarism and self-regulation is not effective, 
and could cite evidence from the corporate world to support this view (Tomaszewski 
& McCarthy, 2005). Simply having a code does not ensure all organizations will 
follow the rules. Thus, on the surface. it would appear that some form of mandatory 
reponing b) NGOs forms an ideal measure of accountability. However this too is not 
without its difficulties. The first problem is the very nature of the reporting. For 
example, the difficulty in evaluating and measuring what NGOs do given the 

sometimes very specific nature of work done by particularly smaller organizations 
(Marshall, 2002). There is no straightforward measure of organizational effectiveness 
and NGOs have not readily acknowledged bottom line (Fowler, 1996). 

There are also implicit inclusions of nonnative principles in setting benchmarks for 
accountability (Keohane, 2002). Uphoff (1996) suggests that attempts to measure and 

quantify the work done by NGOs will in fact conflict with the objective of 

sustainability because is emphasis most often than not put on short-term and 

measurable benefits, thus overlooking positive externalities, particularly those that 
wi ll benefit future generations. Similarly, in a report from an aid issues group, it is 
suggested that NGOs and their projects are treated as closed systems for the sake of 

analysis yet there may be benefits outside of this closed system (Cronin & 0' Regan, 

2002). 

The second issue is that of enforcement and/or sanctions. Corporations are regulated 

and, if necessary, penalized by Governments or appointed regulators to report on their 

activities, both their fmancial activities via the annual report and accounts, and on 
other activities via legislation. In addition, social and environmental reporting is 

mandatory in some countries and even where it is still voluntary, there are many 

industry codes, charters and other mechanisms that require some reporting. However, 

regulation by governments of an organization whose most important role is often to 

counter the power of those governments presents a paradox that is difficult to resolve, 

particularly when many NGOs work across national borders. The effect, of making 
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\GOs more accountable, on their ability to contribute to society, particularly as a 

dissenting voice to counterbalance government and corporate actions, is extremely 

important (Edwards. 2003). 

Regulation of reporting has been abused by governments to control NGOs that they 

consider to be subversive (Ebrahim, 2003). There is thus a political dilemma faced by 

NGOs, given their goal of giving voice to those less powerful. Transparency of their 

actions and performance can only make it easier for vested interests to identify and 

therefore oppose what they are doing. At worst, it could lead to de-registration and 

closure of the organization for being subversive (Gray, eta/, 1987). 

2.3 The Audit Committee 

The board shall establish an audit committee of at least three independent and non 

executive directors who shall report to the board, with written terms of references, 

which deal clearly with its authority and duties. The chairman of the audit committee 

should be an independent and non-executive director. The board should disclosure in 

its annual report whether it has an audit committee and the mandate of such 

committee (Beasley, et al, 2000). 

2.3.1 Audit Committee Processes 

A case study approach can provide insights on the effectiveness of audit committees 

operations in t\.vo ways:-

It offers the opportunity to go beyond formal attributes and other measures external 

signals that aJiow considerations of the processes by which the account committee 

operates. Evidence from within an organization can reveal particular instances where 

the auclit committee is perceived as having an impact that may not be immediately 

observable from external disclosures. The analysis of this section addresses both these 

aspects and follows the structure referred to earlier of: Formal processes, informal 

processes and nature and exercise of power relationships around the audit committees 
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2.3.2 Formal Proces es 

In the company's annual report. disclosure with respect to the audit committee is that 

the board has established a number of standing committees. The audit committees 

monitor the adequacy of the group's internal controls. accounting policies and 

financial reporting. It also maintains a liaison with the internal and external auditors. 

The committee meets four times each financial year, which includes part of one 

meeting being held between the committee members and the external auditors in 

private. The group finance director, head of group internal audit and the 

representative of the external auditors should normally attend meetings. Other 

members of the board also have the right to attend. However, at least once a year, the 

audit committee shall meet with the external auditor without executive directors being 

present (Beas ley et al, 2000). 

When judged by the formal processes alone the interviews and documentary evidence 

suggest that the direct impacts of the audit committee on matters of internal control 

and audit is limited. The audit committee receives a large number of internal audit 

reports, graded high, medium or low priority. The internal audit classification acts to 

structure the attention given to an issue and so the activity of the audit committee and 

its potential influence is highly dependent on the agency of internal audit (Sarena and 

Debeelde, 2006). There is only limited evidence of the audit committee questioning 

or challenging internal audit findings, for example by asking for additional reporting 

or further detail for a subsequent meeting. The influence of the audit committee on 

the agenda and work plan of internal audit aJso appears to be limited. The primary 

active concern of the audit committee with respect to internal control appears to be to 

ensure that the audit plans is not. This limited role in specific internal control matters 

may be explained by the audit committee's lack of detailed knowledge. 

The audit committee does not have authority on matters such as auditor's 

appointment and fees. There is little evidence of the audit committee having any 

direct influence on the design of the audit, or of the external auditors doing anything 

differently from what they would have done in the absence of the audit committee. 
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The external auditors present the audit plan to the audit committee after it has been 

dtscussed \\.ith the executive management but. perhaps unsurprisingly, the discussion 

at the audit committee do not normally lead to any adjustments to the plan. At the 

conclusion of the audit, questions from the audit committee tend to focus on business 

issues, rather than procedural aspects of the audit plan (Bedard et al, 2004). 

At the conclusion of the audit, the external auditors present their fmdings to the audit 

committee and report the key issues found during the audit. Again the audit 

committee generally tends not to probe the auditors particularly on the findings but 

does expect to be fully briefed. The formal processes associated with internal audit 

and control, financial reporting and external auditor operate with a minimum of 

involvement from the audit committee. While the audit committee acts as a monitor, 

there is little evidence that it plays any significant proactive role in these processes. 

The formal processes on the audit committee in Ash burton suggest two observations. 

First, the participation of executive management in audit committee meetings could 

influence the degree of freedom the audit committee has in exercising its monitoring 

role through its formal meetings and secondly, the nature of the scheduled agenda, 

with the emphasis on receiving reports which have already been subject to executive 

consideration or action, could mean that audit committee meeting provide the "form" 

of governance, but that the substance of the audit committee suggest that informal 

processes are more likely to provide substantive evidence of audit committee 

effectiveness (Carcello and Neal, 2003). 

2.3.3 Informal Processes 

Beyond the formal processes of the regular meetings, interaction between the audit 

committee, executive management and the external auditor influences corporate 

governance outcomes, and some of the strongest evidence of the audit committee 

impact on organizational life comes from outside the formal meetings. A supportive 

organizational culture and a trusting relationship encourage the reporting of the 

\\.TOng doing (Miceli and Weat, 1984 and Hooks et al, 1994 ). 
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Ad hoc meetings held between the audit committee chairman and the external 

auditors, usually at the later's initiative. also help to encourage a climate that is 

conducive for raising concerns informally '\\ith the audit committee. Both auditors 

and audit committee chair are comfortable with informal communication and 

"bouncing off' matters of interest. Participants appear to welcome the ability to 

communicate in this manner. It offers some discretion over disclosure of information, 

the opportunity to speak .. ofT the record' and the possibility of political action to 

achieve desired outcomes. Relying on such informal mechanisms could also run 

certain dangers for governance, but clearly these processes have been more important 

than the formal processes in the Ashburton audit committee's role in resolving 

problematic issue. In terms of promoting good corporate governance it is perhaps in 

these non-routine situations where there is greatest need for audit committee action. 

The findings relating to informal processes and communications is significant given 

that existing research .on audit committees has tended to restrict itself to formal 

structures and communicating Beasley et al, (2000); Bedard et al (2004), Carcello and 

Neal, (2003) and McMullen (1996). This case shows that the contribution of audit 

committees to governance processes and outcomes is influenced by the existence and 

use of informal channels of communication. Governance codes issued in many 

countries tend to emphasize formal communication. Likewise existing research on 

audit committee has not focused on the role of informal processes; the evidence in 

this case demonstrates that this is an important aspect of corporate governance. 

The existence of the formal structure enables the audit committee to exercise its 

institutional power and also provides a mechanism for communication between 

external auditors (and internal auditors) and non-executive directors and thus a 

control in case the audit committees also has an impact on power relationships within 

the company, influencing both the relative power of particular functions and the way 

in which those functions operate. References to the backing of the audit tend to be 

used primarily for situations in which internal audit staffs are dealing with units lower 
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down the organizational structure. Interestingly. in situations where there is a 

difference of opinion v.ith another function at the same or a higher level, a matter is 

taken up with the audit committee only after very careful consideration (Cilliman J.J., 

1995). 

2.3.4 Benefit of an Audit Committee 

Audit committees have become an important aspect of corporate governance in recent 

years, partly as a result of the recommendations set out in the combined code but also 

because organizations have begun to appreciate the benefits that an effective audit 

committee can bring in terms of providing additional assurance on the adequacy of 

the company's system of intemal control and on the quality of its financial 

information. (For both internal and external use) and of its financial decision-making. 

Although the combined code applies primarily to listed companies, the principles 

underlying the recommendations apply to every company and all directors are 

therefore encouraged to follow them (Morris, 2001 ). 

The recommendations are equally relevant to non-profit making organizations, 

particularly where there is a high degree of public interest in their activities e.g. 

public sector bodies. The potential benefits of an audit committee include:-

First, improved quality of financial reporting and increased public confidence in the 

credibility and objectivity of financial statements; Second, the creation of a climate of 

discipline and control, which can help to reduce opportunity for fraud. Third, the 

opportunity for non executive directors to contribute their independent judgment and 

play a positive role within the company; Fourth, the provision of a forum for the 

fmance director to raise issues of concern and investigate appropriate action; Fifth, 

the provision of a strong channel of communication between the external auditors and 

the board, enabling them to raise issues of concern and assert their independence in 

the event of a dispute with management; Lastly, the strengthening of the internal audit 

function, by increasing its independence from management. 
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The role of the audit committee has become increasingly diverse as they have become 

more common. the detailed role and activities of the audits committee must be 

tailored to the needs of the individuals company. but the principal role of the audit 

committee is summarised as providing assurance that the board's collective 

responsibility for financial matter and internal control is vigorously discharged. The 

Smith Guidance summarises the role and responsibilities of the audit committee under 

the headings: financial reporting; internal controls and risk management system; 

whistle blowing; the internal audit process and the external audit process in terms of 

appointment, terms of reference and remunerations, independence including provision 

of non audit services and the annual audit cycle. 

2.3.5 Membership of the Audit Committee 

Membership of the audit committee is a critical issue- any committee can only be as 

good as people that serve on it. In particular, the effectiveness of the audit committee 

often depends on a strong, independence chairman who has the confidence of both 

board and the external auditors, and the quality of non-executive directors. The size 

and complexity of the company, and the size of the board of directors, will usually 

have a direct bearing on the size and membership of the audit committee. 

The combined code recommends that-

The audit committee should have at least three members (or two members in the case 

of smaller companies), all of whom should be independent non-executive directors 

and the board should satisfy itself that at least one member of the audit committee has 

recent and relevant financial experience (an auditor or finance director) and hold a 

professional accountancy qualification. The chairman of the company should not be a 

member of the audit committee. The members of the audit committee should be 

identified in the annual report (Morris, 2001). 

2.3.6 ChaUeoges in Audit Committees Relationship 

The challenge when reporting performance outcomes of shared programs reveals a 

lack of an effective governance framework that transcends the traditional vertical 
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s los of governance. As a priority. there is a need for frameworks and appropriate 

reporting mechanisms for shared programs. The British government's "Invest to 

Save" budget encourages cross-departmental co-operation by providing fmancial 

incentives to tv.:o or more agencies to jointly deliver services which are more 

efficient, innovative, "joined-up" and locally responsive (National Audit Office, 

2001). 

The British government has recognized that the existing system of allocating 

resources and accounting for budgets is a barrier to joined-up government, and as an 

alternative, it has introduced a model which emphasizes separate funding to "lead 

agencies" for priority programs. Budgets are pooled, and funds may be managed by a 

single agency, though accountability is shared by a group of ministers. 

The Auditor General of Canada (2000), has also proposed a framework for 

collaborative arrangements under which the department designated to lead the 

management of a horizontal program has the critical role of ensuring that issues are 

managed in a way that meets the partners' objectives and obligations. The lead 

department needs to have the necessary power to discharge its responsibilities, to 

ensure that partners are kept informed, that performance is monitored, and that 

partners live up to their commitments. Joint initiatives rely on clear expectations, and 

each of the partners knowing in concrete terms what is expected of them. This 

requires an up-front framework agreement, and "credible" reporting which depends 

on the collectio n and sharing of reliable and compatible data. 

In Australia, there is increasing recognition that shared outcomes require broader 

corporate governance arrangements across government. Barrett (2001) has outlined 

the concept of " network bureaucracy'' or "network governance" as a way to ensure 

proper integration and co-ordination of joint activities. In his view, a more formal 

governance framework is required than the traditional bureaucratic model of co

ordination through the establishment of inter-agency task forces or commHtees. 

Further, be asserts that if there is no central agency oversight, this can be problematic. 
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There ts clearly a growing realization by the Auditor-Generals in these three countries 

of the benefits of a more collaborative mode of operation. This requires "cultural 

tranSformation in government agencies .. , and '"siloed'' organizations need to become 

more integrated and externally focused. However, as yet. regulators have not moved 

to incorporate these concerns into their reporting guidelines (Barrett, 2001). Wilkins 

(2002) canvasses a range of options on how ministers might account to Parliament for 

··shared" initiatives. One option is for each government department to answer for its 

own part of the initiative; however, such ''siloed" reporting would be fragmented and 

it would be difficult to obtain any meaningful information on the impact of the whole 

program. 

A second option is for the head of department to take responsibility for reporting. 

This option may provide integrated reporting, but there is a possibility that the role of 

partner agencies will be sidelined. A third option is for a non-participating minister to 

take on a coordinating role, but while this option may provide some impartiality, the 

minister concerned is made accountable for something for which he/she is not 

responsible. A fourth option is for the ministers to take collective responsibility. 

While this may achieve integrated reporting, there is no apparent basis for it, in the 

Westminster system which emphasizes individual ministerial accountability. A fifth 

option would be for the premier/treasurer to take responsibility on a whole-of

government basis (Wilkins, 2002). 

In summary, it is apparent from the literature on accountability that the tensions 

which exist between the traditional vertical notions of accountability of governments 

and newer horizontal solutions being sought for program delivery have only begun to 

be addressed from a theoretical perspective. Moreover, since the reputation of 

implementing partners is crucial and it is very difficult to restore it once damaged, it 

is important to establish mechanisms of trust that are beneficial in order to develop 

and maintain legitimacy and public trust. Hence, all partners need to be self 

regulating, with a sense of understanding and self awareness, as well as capable of 

building trust between, donors and ultimate service consumers. 
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2A Empirical Elidence on Audit Committee and Accountability 

A number of scholars have sho\\n that the problems of adverse selection and moral 

hazard exist in the management of diverse outlets. Outlet/agency managers have an 

incentive to shirk and to misrepresent their abilities since the owner of the firm cannot 

easi ly differentiate the effect of manager behavior on outlet performance from the 

effect of exogenous factors (Brickley and Dark, 1987). Franchising scholars have 

found that one way that performance of outlets can be enhanced is through the 

provision of residual claimancy. However, the establishment of a hybrid 

organizational form does not eliminate all agency costs (Lafontaine and Kauffman, 

1994). 

Mokaya (20 1 0), examined the need for and the role of audit committee in promoting 

corporate governance in CDF in Nairobi province. In his findings, he suggested that 

there is a need for audit committee and if put in place in the management structure, it 

can help to improve corporate governance of CDF. He also suggested that audit 

committee should have 3 to 5 members of whom one should have knowledge and 

experience in the relevant field of accounting or finance or project management. Keya 

(20 1 0), conducted a study in Nairobi province on the need for and the possible roles 

of internal audit in the management of CDF in Nairobi province. He found out that if 

internal audit is established under CDF, it can play a key role in ensuring proper 

management of CDF in Nairobi province. 

Nyamori (201 0), carried out a study on CDF accountability in Kenya in general and 

his results indicate that generally there was no accountability in CDFs in various 

districts. Mutiga (2006), performed a study on the perceived role of an external 

auditor in corporate governance in the general public institutions. He focused on the 

role of an external auditor in injecting good corporate governance in Kenyan 

organizations. He established that an external auditor can play a big role in corporate 

governance. 
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Other studies include. Shamira (2003). he performed a survey of audit committee 

practices to establish the role of audit committee practices on major disclosures and 

other non financial characteristics of companies listed at NSE. He found out that audit 

committees play a major role in making disclosures and non financial characteristics 

of listed companies. Riro (2005). conducted a survey of the audit committees and 

corporate governance in Kenya with the aim of determining the role the audit 

committee can play in enhancing good corporate governance. He established that the 

role of audit committees in promoting good corporate governance can't be over 

emphasized. 

Roberts (2002) undertook a study to understand the determinants of corporate social 

responsibility disclosure using a sample of 80 companies drawn from a population of 

130 major companies investigated in 1984, 1985 and 1986 by the Council of 

Economic Priorities (CEP). Roberts found that his measures of stakeholder power, 

strategic posture and economic performance are significantly related to levels of 

corporate social disclosure. The findings contribute to the knowledge on how 

organizations should manage their stakeholders using disclosures. However, the 

extent to which such disclosures are related to accountability remains debatable. For 

example, numerous studies from the 1980s through to 2000s report either no 

significant or negative relationship between disclosure and accountability (Patten, 

2002). 

In another related study, Fogarty (1996) examined accountability standard-setting 

process and found that institutionalization, through the basis of separated procedures 

and the fonnal characteristics of assessment, enables the organizations to achieve 

tolerable decisional freedom. He further noted that the visibility of its processes, and 

the consequences of its outcomes, contributed to its critical dependence on 

legitimacy. Further, he analyzed the peer review process of firms as a mechanism 

utilized by them seeking to legitimize a largely self-regulatory industry. 
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Studies by the National Audit Office (2001) regarding accountability practices 

indicated that accountability for joint expenditure requires the roles and 

responsibilities of partners, how their perfonnance is to be measured and reported, 

and the accounting and audit arrangements to ensure propriety over public 

expenditure all need to be clearly set out and understood. 

Finally, a report was undertaken in 2003 on the accountability of international NGOs 

that investigated access to online information and information on member control of 

governance for NGOs, inter-governmental organizations (IGOs) and transnational 

corporations (TNCs). Kovach, et al., (2003) did a report which concluded that 

international NGOs in the sample provide little online infonnation about their 

activities compared with other organizations. In particular, the section of the report 

focusing on access to online information measured accountability by looking for the 

public accessibility of certain attributes in their reporting and found it lacking. This 

type of accountability mechanism however, is based on the assumption that 

accountability is the same for all types of organizations. 

2.5 Summary 

CDF has been a topical issue in Kenya today since the inception in 2002. It was 

created to devolve funds to the constituency level so as to reduce poverty. 

Lack of good management and accountability from the people entrusted with the 

funds is the main challenge facing it. In its management structure, CDF does not have 

audit committee at the constituency level. Accountability requires an account of the 

extent to which the objectives for which the resources were entrusted have been 

achieved. This accountability is described as a contract between an agent and a 

principal and arises from a duty upon the agent and the rights of the principal, (Gray, 

et al., 1987). The principal can be entirely passive and this will not matter to the agent 

whose duty nevertheless is to account - the passive principal is merely waiving his or 

her rights to the information, (Stewart, 1984). On the other hand, it has been argued 

by Tricker ( 1983) that the agent only has a duty to account to principals who demand 

information and are willing to enforce the contract. 
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Most of the research studies which have been undertaken have failed to explain the 

role the audit committee can play in promoting accountability in the management of 

CDF, more specifically in Bomet District. So there is need to explore the role of audit 

committee in streamlining the management ofCDF. 

A well constituted and well-run audit committee can bring considerable benefits. The 

Smith Guidance sets out additional recommendations on the role and activities of an 

audit committee. The audit committee should be formally constituted and should have 

written terms of references. COF committee's responsibility to present a balanced and 

understandable assessment of its financial performance and financial position extends 

to all fonns offmancial reporting (Morris, 2001). 

The COF committee should therefore establish an audit committee of independent 

non-executive directors. at least one of whom should have recent and relevant 

financial experience. Section C of the combined code of best practice identifies three 

main principles on accountability and audit namely; (i) financial reporting (ii) internal 

control (iii) audit committee and auditors. The main role and responsibilities of the 

audit committee should be set out in written terms of reference e.g. should review all 

financial reporting documents, before publication, should review the internal control 

and risk management systems and procedures for whistle blowing' it should monitor 

and review the activities of the internal audit function, the audit committee should 

meet sufficiently often to be able to review and monitor major issues and at least 

three times each year. The audit committee chairman should report regularly to the 

COF committee. The effectiveness of the audit committee should be reviewed 

annually by the CDF committee. Therefore if audit committee are put in place it will 

ensure that CDF money will be used more prudently for the intended purpose for the 

benefit of the citizens (Morris, 2001). 
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3.llntroductioo 

CHAPTER THREE 

RESEARCH METHODOLOGY 

This chapter comprises five sections, section 3.2 outlines the research design, section 

3.3 explains the population of interest, section 3.4 indicate data collection methods, 

section 3.5 gives the data analysis technique that will be used to establish the role of 

the audit committees in promoting corporate governance and accountability in 

constituency development fund management in Bomet District and 3.6 explains the 

reliability and validity of primary data collected. 

3.2 Re earch Design 

This was a descriptive survey aimed at establishing the role of audit committee in 

promoting corporate governance and accountability in the management of CDF in 

Bomet District in Kenya. 

3.3 Population and Sample 

This was a case study of constituency development fund (CDF). The populations of 

interest of this study were the four CDF units in Bomet District. The study targeted 20 

(twenty) respondents i.e. 5 (five) from every constituency. 

They included senior CDF employees, District Accountants, Professional 

Representatives, CDF Committee Members, Community Development Officers, 

Local Authority Representatives and other stakeholders who are conversant with the 

operations of CDF. The sample size of 20 respondents was deemed to be 

representative of the total population of 40 CDF employees in the District. 

3.4 Data Collection 

In order to identify the role the audit committee can play in promoting accountability 

in the management of CDF in Bomet District in Kenya, self-administered, drop and 

pick questionnaires were distributed among senior employees currently employed by 

the management of CDF in Bomet District and some residents. Questionnaire was 
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designed to identify the role the audit committee can play in promoting corporate 

gmernance and accountability in the CDF management in Bomet District. 

The s tudy being a case study means that respondents will be selected from various 4 

constituencies of Bomet District and administered with the questionnaires. The staff 

in the department included managers and other senior staff in the ranks of 

management in the CDF and other stakeholders. 

Structured questionnaires were used as the main data collection instruments. The 

questionnaires had both open and close ended questions. The close-ended questions 

pro,ided more structured responses to facilitates tangible recommendations. The 

open-ended questions provided additional information that may not have been 

captured in the close-ended questions. Secondary data sources were employed 

through the use of previous documents or materials to supplement the data received 

from questionnaires and information from interviews. 

3.5 Data Analysis Procedures 

Qualitative data was analyzed using qualitative analysis while SPSS was used to 

analyse the quantitative data. Qualitative data analysis sought to make general 

statements on how categories or themes of data were related, Mugenda and Mugenda 

(2003)). The qualitative analysis was done using content analysis. Content analysis is 

the systematic qualitative description of the composition of the objects or materials of 

the study, (Mugenda and Mugenda 2003). It involves observation and detailed 

description of objects, items or things that comprise the sample. Descriptive statistics 

were used to summarize the data. This includes percentages and frequencies. Tables 

and other graphical presentations as appropriate were also used to present the data 

collected for ease of understanding and analysis. 

3.6 Reliability and Validity of Primary Data 

The reliability and validity of data collected for research was controlled through 

formulation of relevant research questions that express a relationship between 

variables and choosing the appropriate data collection method that suits the research 

questions and using a sampling technique that ensures that the sample is 

representative and minimizes bias. 
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CHAPTER FOUR 

DATA A ALY I , RE ULT A. ' 0 01 CU 10 'S 

4.1 Introduction 

The research design used in this study was descriptive and it aimed at establishing the 

need for audit committee and its role in promoting accountability in the management 

of CDF. Sub section 4.2.1 gives the general information about the respondent, sub 

section 4.2.2 explains the level of accountability of CDF, subsection 4.2.3 states 

whether there is a need for the establishment of audit committee in CDF, 4.3.1 

examines the role of audit committee in accountabi lity of CDF. subsection 4.3.2 

indicates the level of performance of CDF committees, subsection 4.4.0 explains the 

purpose of audit committees and the term of office. 

This chapter covers data analysis and interpretation of the findings. Data was 

collected using Audit Committee questionnaire. The data was coded, validated and 

analyzed in order for the research questions to achieve the objectives of the research. 

The software used for analysis is the SPSS. 

4.2 General Information about tbe Respondents 

Table 4.1: General information about the Respondents 

Response Type Number of respondents Percentage 

Completed Questionnaires 16 80% 

Unreturned 3 15% 

1 
Questionnaires 

I Incomplete 1 5% 

1 
Questionnaires 

: Total 20 100% 

Source: Authors computations 

A total of twenty questionnaires were administered to the respondents sampled from 

the senior CDF committees members I.e. the chairman , secretary , treasurer 
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Accountant and one other member in each of the four constituencies of Bomet 

District . Sixteen of the questionnaires received were completed, three questionnaires 

were not returned and one questionnaire was incomplete. The above table gives a 

Surnmal) ofthe re~ponse level (rate) 

4.2.1 Accountability of CDF Funds 

Table 4.2: Accountability of CDF Funds 

Management Number of Respondents 

Poorly Managed l l 

Averagely managed 3 

Well Managed 2 

I Highly Managed 0 

Total 16 

Source: Authors computatiOns 

Percentage 

69% 

19% 

12% 

0% 

100% 

According to the results of the study, majority of the respondents (69%) perceived 

that CDF was poorly managed while onJy a small percentage (12%) believed that 

CDF was well managed. This is an indication that CDF faces a greater challenge of 

misappropriation and lack of accountability by those who are entrusted with the same. 

4.2.2Establishment of Audit Committee and Accountability of CDF 

Table 4.3: Establishment of Audit committee and Accountability of CDF 

Role of Audit Committee in Accountability of CDF Respondents Percentage 

Poor 0 0% 

Average 1 6% 

High 3 19% 

Very high 12 75% 

TOTAL 16 100% 

Source: Authors computations 
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Based on the above tabulated results of the study a large number of respondents 

(75%) indicated that if Audit committee is established under CDF. then it will help 

streamline its overall, accountability .only a smal l number (6%) doubted the role of 

Audit Committee in accountability, therefore one of the key principles of 

accountability of CDF was the establishment of Audit committee. 

4.3 The Role of Audit Committee 

Table 4.4 the Role of Audit committee 

I The Role of the Audit Committee 

Strongly Agree 

Agree 

Neutral 

Disagree 

Strongly Disagree 

1 TOTAL 

Source: Authors computations 

Respondents Percentage 

13 81% 

2 13% 

0 0% 

I 6% 

0 0% 

16 100% 

According to the response rate, 81% of the respondents strongly agreed that Audit 

committee could play a significant role in the management of CDF, whereas a small 

percentage (6%) strongly disagreed on the same. Thus to realize proper management 

ofCDF, the input of Audit Committee would be highly appreciated. 

4.3.1Performance of the CDF Committee 

Table 4.5 Performance of CDF committee 

Performance of the CDF Committee Respondents 

Very low I 

Low 1 

Moderate 0 

High 4 

Very High lO 

: TOTAL 16 

Source: Authors computations 
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Percentage 

6% 

6% 

0% 

25% 

63% 

100% 



Table 4.5 indicates that 63% of the respondents felt that the performance of COF 

committee "as very low, while only 1% of the respondents were of the opinion that 

CDF committee highly performed. Majority of the respondents therefore had a very 

low opinion as to the performance of CDF committee. This is an indication that there 

is need to establish Audit Committee if COF was to realize its intended objectives. 

4.3.2 eed for Audit Committee in Constituency Development Fund 

Need for Audit committee R espondents Percentage 
Yes 12 75% 
NO 4 25% 

TOTAL 16 100% 

Source: Authors computations 

The objective of the study was to establish whether respondents needed Audit 

Committee to facilitate promotion of Accountability and good management ofCDF. 

As shown in figure 4.3 above, majority of the respondents i.e. 75% expressed the 

need for Audit Committee in CDF and only 25% exhibited a contrary opinion. This 

illustrates that many of the respondents know that Audit Committee plays a very 

important role in the overall management of the CDF. They believe that if CDF Audit 

Committee is established, it w ill ensure prudent financial reporting, ensure strong 

internal control systems and also guarantee proper risk management systems and 

whistles blowing. 

4.4 Membership of Audit Committee 

Table 4:7 Membership of Audit committees 

Membership of Audit committee Respondents Percentage 

3 l3 81% 

5 2 13% 

7 1 6% 

Specify 0 0% 

TOTAL 16 100% 

Source: Authors computations 
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Table 4.7 shows that majority ofthe respondents ( 82%) suggested that Audit 

committee should consist of 3 members with at least one of then having the relevant 

knowledge and experience in finance or accounting. 

A small proportion of 13% and 5% were for membership of 5 and 7 members 

respectively. 

4.4.1Purpose of Audit Committee 

Table 4 :8 Purpose of Audit committees 

P urpose of Audit Respondents 

Strong Agree 13 

Agree 3 

Neutral 0 

Disagree 0 

Strongly Disagree 0 

TOTAL 16 

Source: Authors computations 

Percentage 

82% 

18% 

0% 

0% 

0% 

100% 

Table 4.8 illustrates that large proportion of the respondents (82%) strongly agreed 

that the audit committee could play a critical role in enhancing accountability in the 

management of CDF. Only a small proportion (13%) agreed about the same but no 

respondent (0%) had a contrary opinion. 

The majority of those who strongly agreed believed among others that:-

• Audit committee would oversee CDF fmancial reporting process and internal 

controls. 

• Review and make recommendation on the CDF management programs 

• Investigate any matter within CDF and have full access to the CDF infonnation 

• Consider the appointing of the CDF external auditor 
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4.4.2Term of Office of the CDF Audit Committee 

Table 4.9 Term of the CDF Audit Committee 

Terms of office Respondents 

1-1 Year 3 

1-5 Years 10 

1 -15 years 3 

For life 0 

TOTAL 16 

Source: Authors computatJons 

-

Percentage 

19% 

63% 

18% 

0% 

100% 

Table 4.9 reveals that 63% of the respondents considered the tenure of office for the 

CDF audit committee to be 5 years term. Those who considered 1 year and for life 

were both rated at 3% each. This is an indication that many of them considered a 5 

year term to be more appropriate to enable the audit committee really demonstrate 

their efficiency and effectiveness. 

4.4.3Commitment of the CDF Committee 

Table 4:10: Commitment of the CDF committee 

Commitment of the CDF committee Respondents Percentage 

Strongly Agree 4 25% 

Agree 3 19% 

Neutral 2 13% 

Disagree 16 18% 

Strong disagree 6 0% 

TOTAL 16 100% 

Source: Research F mdings 

Table 4.10 indicates that many of the respondents (38%) believed that CDF 

committee members were not committed to promoting governance and accountability 

of the CDF management in the constituency. Only a few (3%) were of the contrary 
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opiruon i.e. agreed that it is committed to promoting governance and accountability of 

CDF. This 38% demonstrates that CDF committee is hardly committed to its 

mandate. 

4.5 Discu sioo of Re ult 

The research results indicated that CDF does not have audit committees majority of 

the respondents expressed their views that there was lack of accountability and gross 

mismanagement of CDF. Most of the respondents called for the establishment of 

Audit committee to enhance accountability of the CDF. 

A large percentage (81 %) of the respondents strongly agreed that audit committees 

could play a significant role in the management of CDF. the findings also indicate 

that audjt committee could perform the following function. 

• Oversee CDF financial reporting processes and internal controls 

• Review and make recommendation on the CDF management programmes 

• Investigate any matter within CDF and have full access to the CDF 

infonnation 

• Consider the appointment of the CDF external auditor 

The result also shows that an appropriate audit committee should consist of 3 

members with atleast one of them having the relevant knowledge and experience in 

fmance or accounting. Besides, audit committee should serve for a tenn of 5 years. 

Therefore there is need to establish audit committee. 

4.6 Summary 

From the analysis, it was observed that CDF did not have audit committees. There is 

lack of accountability of CDF. If audH committees are created it will promote proper 

accountability. 

Audit committee could play the a significant role in streamlining the management of 

CDF in terms of financial reporting, improved internal controls systems, risk 

management systems and whlstle blowing. Therefore the CDF national board should 

create independent Audit Committees that are directly answerable to the National 

Board. 
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CHAPTER FIVE 

5.1 Introduction 

In this chapter the study sought to establish the need for and the role of audit 

committee in promoting accountability in the management of CDF in Bomet district. 

Section 5.2 present a summary of key findings of the study, 5.3 gives the conclusions, 

5.4 indicates the recommendations of the researcher and 5.5 examines the limitation 

of the study. 

5.2 Summary 

CDF had its good intentions when it was established by the government in 2003. It 

V.'as meant to devolve funds to the constituency level to for the benefits of its citizens, 

however, CDF is faced with so many challenges including lack of accountability and 

gross mismanagement by the people entrusted with. The study indicated that audit 

committees were not established. 

The objective of the study was to establish whether there is need for the audit 

committee in CDF and to examine its role in promoting accountability in the 

management of CDF in Bomet District. Majority of the respondents expressed the 

need for Audit Committee in CDF and believe that it would help to streamline the 

management ofCDF. 

On the extent of the Audit committee functions in promoting accountability and 

proper management, majority of the respondents indicated that Audit committee will 

ensure improved quality of frnanciaJ reporting and increased public confidence on the 

credibility and objectivity of financial statements, it would create a climate of 

discipline and control , which can help to reduce opportunity for non-executive Audit 

committee members to contribute their independent judgment and play a positive role 

v..ithin CDF, it provides a forum for the finance director to raise issues of concern 

and instigate appropriate action, provision of a strong channel of communication 
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bet\\een the external auditor and the CDF committee and finally, it will strengthen 

the internal audit function by increasing independence from management. 

The study was descriptive in nature and the data was collected using a structured 

questionnaire which was deigned to identify the role of the audit committee in 

promoting accountability in the management of CDF. The population of interest of 

this study was CDF units in Bomet District. The senior CDF employees in the District 

were more than 50. The study targeted 20 employees in the District. The data was 

analyzed using SPSS software. 

5.3 Conclusion 

The objectives of the study were to establish the need for Audit committee and its 

role in promoting accountability and good management of the CDF more specifically 

in the four constituencies of Bomet District. Based on the results of this study, it can 

be concluded that there is utmost need for the establishment of Audit committee to 

ensure proper accountability and good management of the CDF. 

Accountability and good management is about promoting fair, efficient and 

transparent administration of resources of CDF so as to realize its defmed objectives. 

It is about a promoting systems and structures of operating and controlling operations 

with a view to achieving long term strategic goals that satisfy the needs of all 

stakeholders viz the government the citizens and financiers whole complying with 

legal and requirements. 

The main principles on accountability and audit committee focuses on balance and 

understandable financial reporting, maintaining sound systems of internal controls 

and establishing formal audit committee of at least three independent non- executable 

members at least one member of the audit committee should have recent and relevant 

fmancial experience. 
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5.4 Limitations of the Study 

First.. the major problem of this research was that some of the respondents considered 

the study confidential hence their reluctance and non- cooperation in responding to 

the questionnaires submitted thus depriving the study of some required data. 

Secondl). the instrument used to collect data (questionnaire) was not sufficient. If 

time would allow, them personal interview would have provided more in-depth 

responses. Others inhibiting factors included time, resources and legal and regulatory 

structures within COF entities. 

5.5 Recommendation s 

The government should establish and maintain an independent adequately resourced 

Audit Committee to ensure accountability and good management of CDF. The CDF 

National Board should provide written terms of reference for the audit committee and 

make them publicly available e.g. through the CDF website. 

CDF Act (2003) should be revised to include CDF grass root structures such as tenure 

for CDF employees, remuneration of the CDF Audit committee, performance 

contracting, establish reporting relationship and make COF an independent entity 

separate from the area Member of Parliament (M.P). More research can be 

undertaken to establish how to promote accountability and management of CDF so as 

to realize its intended objectives. 
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APPE DICES 

APPENDIX 1: LETTER OF INTRODUCTION 

Dear Respondent, 

REF: REQUEST FOR RESEARCH DATA 
I am a postgraduate student at the University of Nairobi, pursuing a course leading to 
a Masters degree in Business Administration (MBA). In a partial fulfillment of the 
requirements of the stated course, I am conducting a Management Research Project 
on a survey of the role of tbe audit committee in promoting corporate 
governance and accountability in management of constituency development fund 
(CD F) in Bomet District in Kenya. 

To achieve this. your constituency is one of those selected to participate in this study. 
I therefore kindly request you to fill the attached questionnaire to generate data 
required for this study. This information will be used purely for academic purpose 
and your name and that of your constituency will not be mentioned anywhere in the 
report. Findings of the study, shall upon request, be availed to you. Your assistance 
and cooperation will be highly appreciated. 

Yours truly, 

Rugutt K. Willy 

~mA Student 

S.O.B 

Unh•ersity of Nairobi 
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Lecturer S.O.B 
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APPENDIX II : QUESTIONNAIRE 

Respondent No ................................... . 

This questionnaire has been designed to assist the researcher collect data concerning 
the role of audit committee in promoting corporate governance and accountability in 
the management of CDF. You have been identified as one of the respondents in the 
study and therefore requested to complete the following questionnaire. The 
infonnation provided will only be used for the purpose of study and confidentiality is 
highly assured. 

A. General Information 

1. Name (optional) ................................................................... .......... . 
2. Constituency Name ..................................................... ..................... . 
3. In your kind opinion do you think CDF funds are well managed and accounted 

for.( tick appropriately) 

Poorly management and accounted for 

Averagely management and accounted for 
Below average 

Well managed and accounted 

Highly management and accounted for 

D 
D 
D 
D 
D 

4. Do you think establishing an audit committee in CDF can promote governance 
and accountability of CDF management in your constituency (please tick 
appropriately). 

Poor 
D 

Average 
D 

Moderate D 
High D 
Very high D 
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5. The audit committee can play a great role in promoting governance and 

accountability of CDF management in your constituency. Do you agree with this 

statement please indicate the role using appropriate scale. 1, Strongly agree 2. 

Agree 3. Neutral 4.Disagree 5. Strongly disagree 

1 2 3 4 5 

i). Planning CDF projects 

ii). Appraisals of CDF projects 

iii). Feedback of CDF projects 

iv). Accountability of CDF projects 

v). Accounting policies in CDF projects 

vi). Proper bookkeeping enforcement 

vii). CDF project feasibility studies 

Any other please specify ................ . ............ . ....................... . .............. . 

6. To what extent do you rate the performance of your CDF committee. Please tick 

appropriately. 

Very low 0 

Low D 

Moderate D 

High D 
Very High 0 

7. Do you think your CDF committee need to have a special committee called audit 

committee to enhance governance and accountability 

Yes 0 NoD 

8. The CDF Audit Committee should have how many members 

3D 
sD 
70 

Any other specify ............................................................ . ....... ·. · · · ·· · · · 
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I 

i). 

9. The audit committee has a number of purposes in enhancing governance and 

accountability in your constituency development fund management? Do you 

think that each of the purposes is relevant for your CDF. Please indicate the 

role using appropriate scale. l , Strongly agree 2. Agree 3. Neutral 4.Disagree 

5. Strongly disagree 

I 2 3 4 5 

Be informed and be vigilant and effective overseers of the CDF 

financial reporting processes and the CDF's internal controls 

ii). To review and make recommendations on CDF management 

programs established to monitor compliance with the code of 

conduct. 

iii). To consider the appointing of the CDF external auditor, the audit fee 

and any questions of resignation or dismissal of the external auditor. 

I iv). Discuss with the external auditor before the audit commences, For 

CDF project 

v). Review the quarterly half-yearly and year end CDF financial 

statements of the constituency. 

vi). Review any communication between external auditor (s) and CDF 

management. 

vii). Consider any related party transactions that may arise within the 

CDF or management. 

viii). Consider the major findings of CDF internal investigations and 

CDF management responses. 

ix). Have explicit authority to investigate any matter within the CDF and 

have full access to CDF information. 

x). Obtain external professional advice and to invite outsiders with 

relevant experience to attend the CDF projects implementation and 

evaluation, if necessary 

xi). All the above 
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9. What do you consider to be the important attributes of CDF audit committee 

members. (V} Tick appropriately. 

i) One v.ith broad business knowledge relevant to CDF business 0 

ii) One with keen awareness of the interest of the 

investing public and familiarity with basic accounting principles D 

ill) Objectively in carrying out their mandate and no conflict of interest D 

iv) All the above D 

v) Any other attributes ....................................................................... . 

11. In your kind opinion who should be entrusted with authority to appoint the CDF 

committee in your constituency? 

i) Mp 0 

ii) Mp and counselors D 

iii) Audit committee D 

iv) Audit committee, Mp and Counselors 0 

v) Minister for finance D 

vi) Parliamentary accounts committee D 

vii) Any other specifY ..................................................... . . . ... ·········· 

12. What should be the tenure of office for CDF audit committee for your 

constituency? 

1-5 year 0 1-15 year D 

1-1-yearsD forlife D 

13. How do you recommend for remuneration ofCDF audit committee? 

i) Per setting D 

H) By parliament D 

iii) Civil service D 

iv) CDF committee D 

Any other specify ................................... . ........ . .............. . ............ . 
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14. All CDF committee members are committed to promoting governance and 

accountability of CDF management in your constitucnc}. Do you agree to this? 

Please tick appropriate scale. 

Strongly agree 

Agree 

Neutral 

Disagree 

Strongly disagree 

D 
D 
D 
D 
D 

Thank you for your time and Cooperation 
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T 
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APPE ·niX III: TIME CHEDULE 

TIME (\VEEK ) 

A 

B 

c 
D 

E 

F 

KEY 
A: Pilot Study 

B: Actual Data Collection 

C: Data Organization and Presentation 

D: Data Analysis 

E: Report Writing 

F: Ecliting and Submission 
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APPENDIX IV: BUDGET ESTIMATES 

The basic costs of understanding this research will be as follows; 

ITEM COST (KSIIS) 
Proposal Preparation 

1. Stationery 3,000 
2. Spiral binding 1,500 
3. Miscellaneous 2,500 

Subtotal 7 000 

Data Collection/ Analysis 

1. Stationery 5,000 

2. Incentives (during interviews) 4,000 

3. Allowance for research assistant 7,000 

4. Transport 10,000 

5. Miscellaneous 4,000 

Subtotal 30,000 

Final Report writing 

1. Stationery 3000 

2. Binding 5000 

3. Miscellaneous 5000 

Sub total 13,000 

Grand total 50,000 
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APPE DIX V: LIST OF BOMET Dl TRICf CON TITUE ClE 

1. KONOINI 

2. SOTIK 

3. CHEPALUNGU 

4. BOMET 
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